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~~In the Matter of:

Assessment and Collection
of Regulatory Fees for
Fiscal Vear 1995

Notice of Proposed Rulemaking DOCKET FILE COpy ORIGINAL

MCI REPLV COMMENTS

I. INTRODUCTION

MCI Telecommunications Corporation ("MCI") respectfully offers its Reply

in response to Comments filed on February 13, 1995, regarding the Notice of

Proposed Rulemakjng ("NPRM"), released January 12, 1995.1 In the NPRM,

the Commission requested comment on whether it should base its calculations

of 1995 regulatory fees on each carrier's number of presubscribed interstate

lines ("Customer Units") or on each carrier's number of minutes of interstate

service in calendar year 1994. MCI requests that the Commission base its

regulatory fee schedule on customer units (presubscribed interstate lines), and

that the Commission not permit carriers to treat regulatory fees as exogenous.

1Assessment and Collection of Regulatory Fees for Fiscal Year 1995, Notice
of Proposed Rulemakjng, MD Docket No. 95-3, released January 12, 1995.
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II. THE COMMISSION SHOULD BASE ITS REGULATORY FEE
CALCULATION FOR IXCS, LECS, CAPS, AND RESELLERS OF
INTERSTATE SERVICE ON "CUSTOMER UNITS"

In the NPRM, the Commission requested comment on whether it should

base its calculations of 1995 regulatory fees on each carrier's number of

presubscribed interstate lines ("Customer Units") or on each carrier's number

of minutes of interstate service in calendar year 1994. In comments filed on

February 13, 1995, an overwhelming majority of carriers that commented on

this issue supported the proposed "customer units" approach over the minutes-

of-use method. 2 In fact, not only is the "customer units" method preferred by

more than a two-to-one margin over any other single method, but it is supported

by more carriers than all other approaches combined.

MCI agrees in principle with LDDS that regulatory fees for 1995 should

be assessed on customer units, or presubscribed lines {although LDDS suggests

several modifications).3 However, MCI does not believe that it is necessary for

the Commission to test the fee structure before it establishes the rate to be

paid.4 If the Commission bases its calculations on customer units, or

presubscribed interstate lines, then it will have a very good idea as to how

2 In the submitted comments, 10 carriers preferred the "customer unit"
(presubscribed lines) approach, 3 preferred the minutes-of-use approach, 4
preferred the "revenue generated" approach, and 2 preferred other approaches.

3LDDS Comments at 18.

4LDDS Comments at 31 .
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carriers will be impacted by the fee requirements without adding extra delays

or added administrative work for itself.

Customer units, or presubscribed lines, are easily determined, do not

fluctuate greatly, and are not greatly influenced by economic cycles.

Furthermore, the comments filed with the Commission in response to the NPRM

clearly illustrate that most carriers prefer the presubscribed lines method over

the minutes-of-use method (or any other proposed method). Consequently, the

Commission should adopt the customer units method as a basis for calculating

its fee schedule.

III. THE MINUTES-Of-USE APPROACH IS NOT THE MOST EffiCIENT AND
EQUITABLE METHOD fOR ASSESSMENT Of REGULATORY fEES

Comments filed February 13, 1995, in response to the NPRM, show a

wide consensus that the "minutes-of use" approach is not the most efficient

and equitable method for assessment of regulatory fees. Interexchange carriers

(" IXCs"), resellers, competitive access providers ("CAPs"), local exchange

carriers ("LECs"), dominant carriers, and non-dominant carriers all agree that the

minutes-of-use approach is more burdensome and less accurate than the

"customer units" approach. For example, the National Exchange Carrier

Association, Inc. ("NECA") correctly stated that "allocations based on minutes

of use do not promote efficiency. "5 Moreover, they correctly note that minutes

5NECA Comments at 3.
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of use is administratively burdensome and may be based on questionable

crossover assumptions. 6

MCI also agrees with Allnet's argument that a minutes-of-use ("MOU")

approach would be less accurate than a customer unit based method because

the MOU approach (1) permits the use of estimations, and (2), an MOU for one

carrier is not comparable to an MOU for another carrier. 7 Furthermore, Allnet

correctly points out that "there is little dispute over what a 'customer unit' is

versus what a 'billed minute' or 'access charge minute' of use is. "B

NYNEX incorrectly states that the minutes-of-use methodology will assure

that all parties pay an equitable portion of the total fees assessed for FY 1995.9

NYNEX fails to point out that, as Bell Atlantic has shown, in any given time

period, large fluctuations in minutes of use may lead to anomalies that distort

the measure of companies' market presence. Consequently, basing fees on

minutes of use could result in companies receiving an unfair burden of fees or

a windfall in reduced fees, unrelated to their actual market size. 10

6ld..

7Allnet Comments at 3.

Bld..

9NYNEX Comments at 1.

lOBell Atlantic Comments at 2.
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The Commission should, therefore, base the assessment of regulatory

fees for LECs and IXCs on each carrier's number of presubscribed interstate

lines ("customer units").

IV. NPRM PROPERLY EXPANDS THE PAYMENT OF REGULATORY FEES

MCI supports Allnet's view that the Commission should expand the

payment of agency fees to other entities including private pay telephone

providers and resellers. 11 MCI agrees that the Commission should be

commended for properly determining that these regulatees, which provide

interstate service subject to the Commission's jurisdiction, should also be

required to pay regulatory fees. MCI concurs with Allnet that allocating

regulatory fees among all carriers that benefit from regulatory oversight

establishes a more even and more level "playing field. "12

11 Allnet Comments at 2.

12.ld.
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VI. REGULATORY FEES SHOULD NOT BE BASED ON TOTAL INTERSTATE
REVENUES

A few carriers have suggested that regulatory fees be based on total

interstate revenues. These carriers state that this method (1) is simple to

administer; (2) could be applied appropriately to all such parties that benefit

from the Commission's regulation; (3) does not unfairly burden any of the

parties; and (4) has worked in assessing funds for Telecommunications Relay

Services ("TRS").13 It is clear that these carriers are supportive of this approach

because it could significantly reduce the amount of regulatory fees paid by these

carriers -- thereby shifting the burden to other carriers.

The primary flaw with the "Total Revenue" method is that total revenue

is a byproduct of a carrier's minutes of use. Therefore, the "Total Revenue"

method is flawed by many of the same problems as the minutes-of-use method

(~,unrepresentative of market presence, easily manipulated, can greatly

fluctuate, etc.). Consequently, the Commission should base its regulatory fee

schedule on each carrier's share of interstate presubscribed lines.

13See comments from AT&T, US West, Southwestern Bell, and NECA.
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VII. REGULATORY FEE PAYMENTS SHOULD NOT BE TREATED AS
EXOGENOUS COSTS

In the Commission's Fee Waiver Order, 14 the Bureau granted a sua sponte

waiver of the price cap rules to allow price cap carriers to treat regulatory fees

as exogenous costs, thereby increasing price cap indexes, and giving price cap

carriers the opportunity to raise rates. 15 MCI filed a Petition for Reconsideration

of the Commission's Fee Waiver Order on November 7, 1994, which is still

pending before the Commission. 16 In its petition, MCI argued that the Bureau's

action should be reversed, and the carriers required to file a waiver of the price

cap rules in accordance with existing price cap policy and practice, and in

accordance with the Commission's directive in the Regulatory Fees Order.

In its Petition for Reconsideration, MCI first showed that when the

Bureau, acting sua sponte, granted a waiver to permit exogenous treatment of

fees, it departed from the process the Commission established -- LECs were not

required to file waivers justifying a departure from the rule and interested parties

were not permitted to comment on the justifications offered by the LECs.

14 Price Cap Treatment of Regulatory Fees Imposed by Section 9 of the
Communications Act, Order, DA 94-1119, released October 7, 1994 ("Ee..e.

Waiver Order").

15 Implementation of Section 9 of the Communications Act, MD Docket No.
94-19, Report and Order, FCC 94-140, released June 8, 1994 ("Regulatory Fee
Order"), petitions for recon. pending.

161n the Matter of Price Cap Treatment of Regulatory Fees Imposed by
Section 9 of the Communications Act, Order, 9 FCC Rcd 6060 (1 994).
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Second, MCI argued that the Commission had no record evidence before it

when it made its decision. Third, MCI pointed out that no showing was ever

made by the LECs that the imposition of regulatory fees would result in a

hardship on the LECs (~, would be so large as to reduce their earnings levels

substantially, much less to a level which would result in a confiscatory result).

Fourth, the Bureau had not determined that the regulatory expenses are not

already reflected in the LECs' price cap indexes, nor that they are beyond the

LECs control. Finally, MCI pointed out that, contrary to the Commission's

assertion, granting exogenous treatment to regulatory fees will interfere with

the LECs' efficiency incentives because the LECs are not the only carriers to

face these fees, yet are the only one that is guaranteed regulatory recovery of

them.

MCI argued that, if price caps is supposed to mirror incentives in a

competitive industry, it is unclear why LECS are being allowed to increase their

access charges to recover these fees when their non-dominant competitors and

customers must pay for these fees out of their existing revenue stream.

In comments filed in response to the Commission's NPRM, US West and

Southwestern Bell claim that the FCC regulatory fees that are being addressed

in this proceeding should be treated as exogenous because the Commission

ruled, sua sponte, that the funding of TRS could be treated as exogenous by

the price cap carriers. MCI urges the Commission not to allow carriers to treat

8
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regulatory fees as exogenous before MCI's Petition for Reconsideration of this

issue has been resolved.

VIII. CONCLUSION

For the above-mentioned reasons, MCI requests the Commission to base

its regulatory fee schedule on customer units (presubscribed interstate lines),

and not to allow carriers to treat regulatory fees as exogenous.

Respectfully submitted,
MCI TELECOMMUNICATIONS CORPORATION

//} C_-
~ ---------Don Sussman
Regulatory Analyst
1801 Pennsylvania Ave., NW
Washington, D.C. 20006
(202) 887-2779

February 28, 1995
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STATEMENT OF VERIFICATION

I have read the foregoing and, to the best of my knowledge, information, and
belief, there is good ground to support it, and it is not interposed for delay. I
verify under penalty of perjury that the foregoing is true and correct. Executed
on February 28, 1995.

4 c- _
Don Sussman
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Washington, D.C. 20006
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